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IHE TANCE OF IR MIDDLE EAST
OIL_TO WEST EUROPE

I. Ihe Problems

To estimate the effects of the loss of (a) Iranian oil production, and (b) to-
tal Middle Bastern oil production, upon the viability of Western Europe in time of
peace,

II. Discusaion: (See Enclosure A).
III. Tables: (See Enclosure B).
IV. Conclusions:

1. The emount of crude 0il and refined products now exported from Iran could
be derived from other areas by mhll inereases in crude productlion and by fuller use
of available refining capacity. At the rates of consumption and levels of prices
prevailing at the end of 1950, the extra annual dollar charge to Europe of procuring
this amount of oll elsewhere would be about $700,000,000.%

2. Loss of Iranian oil production and of the refinery at Abadan would tempo-
rarily set back progress towsrd Western European viability, and would'impose severe
financlal losses upon the British, who conirol all the oil productlion of the country.
If proved reserves olsevhere were drilled and new refineries tullt, at considerable
dollar cost, the setback to viability could be overcome in a few years.

3. If a1l Middle East oil production were to be lost, a cutback of more than

10 percent in oil consumption would have to be imposed throughout the non-Soviet

¥Figures in this paper representing estimates of extra snnuel dollar costs and
of the extent of oil shortages which would result from a loss of Iranian or Mlddle
Eastern oil are indicative rather than exact, They will hold true as given only as
long as oil prices stay at the levels of late 1950, and oil production and con-
sumption continue at the rates currently estimated for the fiseal year 1950-31. The
general effect of the rearmament programs in the US and in Western Eurcpe will pre-
sumably be to raise the consumption of oil, and probably also to raise ite price.
These factors would tend to make the oil of the Middle East mcre important to the
western esconomies, and to cause its loss to be even more severely felt than is indi-
cated by the figures cited in this paper.
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world. Thils would c=2ll for severe rationing in the Unlted States as well as else-
where. Couwplete international cooperation in egtablishing an incluegive system of
international allocation and price control would be required.

4. It is estimated that a cutback of 10 percent from present levels of oil
conéunption would permit msintenance of Western Furopean industrial production at
approximately the levels of late 1950, and of transportation at the extreme minimum
necessaxy for that purpose. No appreciable expansion of industry, whether for
achieving viability or for rearmament, would be possible. Ratloning of even 10 per-
cent would present great difficulties in time of peace.

5. Loss of the total oil production of the Middls Bast would thus constitute
a disaster to present prospects for a restoraztion of iestern Buropean viability,
and it would make the Western European reaermament program, as currently contem-
plated, impossible of accomplishment. It would be impossible to develop alternative
sources of energy within the period of this program,

6. It should be noted, however, that even should the Scviet Union gain con-
trol of the output of Middle East oil, it would not be able to use it save to a
limited degree under present availabilities of tramsportation. The USSR would prob-
ably, therefore, in time of peace wish to sell considerszble amounts of Middle BEast
oil to Western Europe. Singe Western European oil requirementa cannot adequately
be met from other sources, the USSR would thersby acquire considerable bargaining

power in secking to aequire strateglc materials and mamufactured producis.

SECRET
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ENCLOSURE A
DISCUSSION
1. Total petrcleum requirements of Western Burope (including the UK) for the
fiseal year 1950-51 are estimated at 66 million metric tons s of which 42.5 million
will be imported as crude and 20 million as refined products; the remeining 3.5 mil-
lion tons will be derived from indigenous sources. Of the total import requirements,
—%—g-million wetrie tons, representing 70 percent, will come from the Middle East.
In addition, internationsl bunkers of 6 million tons and US militery supplies aggre-
gating approximately 2.5 million metric tons will be lifted in the Middle East area.
2. Of ths total requirements of Western Burope, it is estimsted that Iran
alone will supply the fallowing:
Mlions of Metric Tons

Yercent of WE Requirements

Crude 011
7 16
Refined Products

6.3 (including British Militery) 3
Bunkers
4 67

3. It is estimabted likewise that of total Western Buropean requirements, the
entire Middle Bast area will supply the following:
¥illions of Metric Tons

Percent of WE Raguirements

Crude 0il
38 90
Refined Products

8.3 40
Bunkers
6 100
SECRET
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Loss of Iranian Production

4. If Iranian oil should cease to be available, the seven million metric tons
of erude oil by which Western HEurope would thereby fall short {according to the
1950~51 estimates} could be more than made up by inecreasing the output of British
companies operating elsewhere in the world. Indead it could all be replaced, at
some additional dollar cost, from the other producing areas of the Middle East. Re-
placement for the balance of Iran's crude oll output (that processed at Abadan)
could also be obtained outside the Soviet sphere by releasing shut-in production and
by more rapid drilling of known reserves.

5. Loss of the Abadan refinery, with its capacity of 27 million metrie tons
per year, would call for uuch more difficult adjustments than would the loss of Iran-
lan crude oil ocutput. There is now in the non-Soviet world, cutside Iran, enough re-
fining capacity to process an additional amount of erude equal to that now going
through the Abadan plant, If Abadan were lost, however, at least six months would
be required to place marginal plants in operation, to chenge the composition of re-
finery output, to alter tanker routings, and to complete the redistribution of crude
oil among the other refineries.

6. To aecquire from other sources the amounts of crude oll and refined products
vhich Western Burope now imports in one year from Iran would involve an extra dollar
expenditure of about {700,000,000, assuming theilevel of prices remained the same as
that prevalling at the end of 1950,

7. Loss of Iranian oil production and of the refinery at Abadan would certainly
constitute a severe setback to present prospects for a restoration in Western Europe
of viability; that is, of a condition in which the Western European countries, while
maintaining a standerd of living acceptable to their populations, would pay their way
without extracrdinary outside assistance. However s the crude oil output of Iran is
not irreplaceable, and an adjustment of the non-Soviet world to its loss eould
eventually be accomplished without great difficulty. To cut down extra anmual dol-

SECRET
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lar expenditure, it would be desirable to build new refineries in non-dollar areas.
This would teke time, and it would take dollars in large amounts. But it would not
permanently Impair chances for European viability.

8. Since both the Abadan refinery and the entire oil production and proved oil
reserves of Iran are either owned by or under concession to Great Britain, the of-
fects of their loss would ba extremely severe upon that country. The nature of these
effects is discussed below, in paragraphs 15 end 16.

Logs of all Middle East 0il

9. The loss of all Middle East oil production would reduce the current supply
of crude oil in the non-Soviet world by about 93 million metric tons per year, By
increasing production to the greatest degree feasible in areas still accessible, this
shortage could be reduced to sbout 53 million metrie tons, which is equivalent to
about 10 percent of estimated 1950-51 total oil consumption in the non~Soviet world.
Suffieient refining capacity would be available to process the reduced total supply
of crude, but the problems of readjustment and sllocation mentioned in parsgraph §
above would, of course, be greater, and the time required to caxrry them out would be
longer,

10. The maximum cutback in Western Huropean oil consumption whish would still
permit maintenance of industrial production at approximately the levels of late 1950,
and of transportation at the extreme minimum necessary for that purpese, is esti-
mated to be about 10 pereent. Such a eutback would cover only shout 6.6 million tons
of the total deficiency of 53 million. Hence it is clear that even if Western Europe
were restricted to less than 90 percent of its estimated 1950-51 consumption, the
lose of all Middle East oil would make severe rationing necessary in the United
States. Despite the fact that the US is virtually self-sufficient in oil production,
it would have to cut its consumption by at least 10 percent., International agree-
ments for allocation and price control would imnedistely become necessary.

11. At the price level of late 1950 a net increase in dollar requirements of
from 1 to §1.2 billion would occur if Western Europe, after a cutback of 10 percent

SECRET
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in ite copsumption, were to procure from alternative sources an amount of oil guf-
flcdent to mske up for the loss of Middle East importe.

12. The loes of all Middle East oil would thus constitute o disaster to pres-
ent prospects for a restoration of Western Buropean visbility. Mareoter, the les-
tern Bufopean rearmament progrems as presently éontemplated, 1ike the earlisr QEEC
projects for general eaonomic expansion, depend in part upon an inoresge in the use
of oil, A decrease of 10 psroent in oil oonstmption would render the present Western
Buropean rearmament program impossitle of ascomplishmant.

13. No way can bs foresesh at present by vhich a satisfactory adjustment, over
e longer period of time, could be made to tho total Joss of Middle East oil, unlems
nev resawrves are provéd elsevhere, or new gources of ensrgy developed. Though the
Mlddie East now contributes only 18.4 percent of total non-Soviet production, it
contains /4.4 percent of proved reserves outside the Soviet crbit. A very large pro-
portion of the presently contemplated increase in non-Soviet oil supply is expeoted
to come from the Middle East. Western Burope will not be ahle to compengate for the
loss of Middle Zaat oil save by profound changes in its currently plannod economie
struoture, :

Y. It mgy be noted that the Soviet Union, oven though it should gain contral
of the oil output of the Middle Eaat, would not be eble itself to utﬂizé it save to
a lindted degree under present avallabilities of trensportation. It would probahly,
therefors, in time of peace wish to sell considerable amounts of Middle Bastern oil

to Western Burope. Since Western Europsan oil requirements carmot adequately be met
from other sources the USSR would thereby acquire cousiderahle bargaining powsr in

secking to acquire strategic materials.
25X6A :
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ENCLOSURE B

Table 1A. Bstimated Imports of Crude Oil and Lefined Producte into
OEEC Countries 1950-1951,

Table 1B, Estimated Internationsal Bunker Liftings (Refined Products)
in the Persian Gulf Area.

Table II.  —Giaersids of World Grude Ressrvos 1950-1951,

Table III, Ounership of World Crude Production 1950-1951.

Table IV, Ownership of World Refining Capaeity 1950-1951,

Table V. Loss of Iranian 0il. ‘

Table VI. Loss of All Middle Last 0il.
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ENCLOSURE B
TABLE 14

ESTIMATED IMPORTS OF CRUDE OIL ARND REFINED
PRODUCTS INTO OEEC COUNTRIES 1950~51

From
1,000 MT/Y
Crude Products Total
Eastern Hemisphere Crude Productz Total Percent Percsnt Esrcent
Middle East 38,065 8,320 46,386 29.69 41.39 7416
(Tncludes US militery)
Qther - 100 100 — .50 e )
Total 38,065 8,421 46,486 89.69 41.89 74.32
Hestern Hemisphera
UsA 150 1,850 2,000 .35 9.20 3.20
Caribbean 4,067 9,604 13,671 9.58 &7.77 21.86
Other 160 230 390 .38 .14 .62
W3 1L,68, 16,00 10.1 581 2548
GRAND TOTAL 42,442 20,105 62,547 100,00 100,00 100.00
TABLE 1B
ESTIMATED INTERNATIONAL BUNKER LIFTINGS (REFINuD
PRODUCTS) IN THE PIRSIAN GULF AREA
1950 - 1951
1,000 MI/T Pergent
From Iran 4,000 66,67
From Other Middle East 2,000 33.33
Total 6,000 100.00
SECRET
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m OF WORLD CRUDE RESERVES
19501951
25X6A
Avea 10003" s, 10008 ¢ 138 e
'z"ctalf
Eagtern Hemisphera
l1ddle Rast
Trag 170,445 — 23.7 378,288 52.6 170,445 23.7 9,178 7.2
Kumit 753,42,  50.0 753,424  50.0 - - 1,506,849 15.1°
Samdi Arabia 1,232,877 100.0 — — — — 1,232,877 12.3
Tran — - 958,904  100,0 - - 958,904 9.6
Dalrein = == 2,907 200.0 - S YL° X
Total 2,156,746  ~~ 2,012,533  — 170,445  23.7  4s439,725 444
East Indies Islands 62,172 31.3 136,459  68.7 - — 198,631 2.0
OEEC Countries 5.8% 20,0 7,293 .25.0 16,046 550 __2937 _ .3
Total 68,006 e 142,752 —— 16,044 —— 227,802 -
T 5.5¢2 1000 - - - — 3,713,522 37.0.
_ - - - ~ 116,438 100.0 116,438 1.2
Carribbean Exporting
Avens --888,865  &l.5 550,663 381 _ 5.8 _ 0.4 1.445,309 14.5
Total 4,602,427 - 550,663 -~ 122,219 = 5,275,309 -
Other —_ o — - —— 1.4 __ 45,136 <5
TOTAL WORLD 9,987,972
SECRET
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OWNERSHIP OF WOTLD CIUDE PRODUCTION

1950-1951
25X6A
United States . Other Total
Area 1000 I Porcent 1000 MT Porcent 1000 MT Percent of
VWorld Tota
Eastern Hemigphere
Middle Best
Irag 1,720 23.7 3,810 52.5 1,720 23.7 7,250 1.44
Kuwsit 9,500 50.0 9,500 50.0 - - 19,000 3.7
Ssudi Apabis 20,750 100,00 - - o - 2,750 5.¢1
Iren - . 35,000 100.0 - - 35,000 6.95
“atar 476 23,8 1,048 52.4, 476 23.8 2,000 40
Bohrein ——_— - 1,500 100.0 - - 1,500 30
Total 43,446 50,858 2,106 94,500  18.77
East Indies Isleonds 3,350 31.3 7,350 68,7 - - 10,700 2.13
UEEC Countries 538 20,0 681 25.0 1,563 55.0 2,782 .55
Total 3,888 8,03 1,563 13,482
Wegge)z(gA'aﬂ he
; Uerd nphere
25X6A r D 2, 750 100.0 - - - - 288,750 57,36
- - - - 10,000 1000 10,000 1.9
Carribbesn Exporting 2
Aress 55,055 61.5 34,108 38,1 327 0.4 80,490  17.77
Totel 343,805 34,108 10,327 388,240
Other - = - - - 1.4 7,110 1.41
Totel Vorld 503,332
TABLE IV
OWNERSHIP (F WORLD RTFINING CAPACITY
12501951
Urited States British Cthor Total }
Aren 1000 MT P~rcont 1000 MT Pervent 1000 NT Percent 1000 MT Porcent of

Werld Tots!

Epstern Hemisnhere
1REXBAR st
]
Kuwait
Srudi Arsbia
Abaden
Tripoli
Bahrein
Totnl
SX6A East Indies Islands
Sovth & LEest Asia

CFEC Countries

Colombia
Venezuvela
Peyu
Beveador
Trinided

Netherlonds 1 lndies 21, 00C 53.4

Totnl

Other Latin Ameriea

Total

Total Werld

orthern Africs & Spain -

Western Hemisphere
*m%rs;itei

rribbesn Exporting Aress

- - 800 100,00
625 50,00 625  50.00
6,500 100,00 - -
- - 27,500  100.00
12 23.'75 285 42,50
8,000 100.00 - -
15,267 29,210
3,200 31.€8 6,900 68.32
3,200 6,900
1,420 100,00 - -
7,007  57.2 5,243  42.8
1,452 96,8 2/ 1.6
- - Z3¢ 100,00
- - 4,750 100,00
12,300 £6.6
30,870 28,547
30,870 28?527

!§i¥ll

i

28 1 I 2 A R
Jd

15,500
8,350

-

-

24,
23,87,

23,874

800
1,250
6,500

27,500
€00

8,000
44,650

16,100

LS 2 I |
3 §

)
53
~

W

650
3450
%

61,129

[

¥

300,000
15,500
8,350

- 1,420
- 12,250
1.6 1,500
- 230
202300
383,300

0250

392,550

100.00
100.00

498,329
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2,500

02
.25
1.30
5.52
.01
1.61

2.03
.50
.01
.69

8,92

60,20
3.1
1.68

.28
2.46
.30
.00
.95

7.8¢

1.86
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TAHLE V

10SS OF IRANIAN OTL
(Mi11ions of Units)

Production - physical quantities (1950-51)
a. Crude ‘ 35 MI/Y (metric tons per year)
b. Refined 25 MI/Y

Lose of erude imporits from Iran by Hestern Durope 7.5 MI/Y

Dollar olement of cost in replaced crude 299
Loss of refined products imported from Iran Western Eurcpe and
Sterling Area 25 MI/Y
Annual dollar cost of replacing refined (Item 4)
$765-175
Gross doller cost of replacing crude and refined (Items 3 end 5)
¥820-830

Dollar savings - equipment and services {110-120

Estimated net dollar cost anmmally (Item 6 mims&;em 7)
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TABLE VI

L0SS OF ALL MIDDLE EAST OIL
(M111ions of Units)

Production - physicsl quantities (1950-51)

a. Orude 9.5 MI/I

b. Refinsd 44T MI/Y
Loss of crude imports from lMiddle East by Western Europe 43.5 MI/X
Dollar element in replaced crude $800

Loss of refined products imported from Middle East by Western Europe and
Sterling Area 38 MI

Anrmal dollar cost of replacing refined (Item 4) $1.200
Gross dollar cost of replacing crude and refined (étems 3 and 5)
2000

Dollar savings - equipment and supplies, profits to Bahrien Petroleum Co.,
dollar element in goods furnished Middle East by Western Europe, ete.

9600
Estimated pet dollar cost annually assuming no cutback in current require-
monts (Item 6 minus Item 7) 41400
Ten percent cutback would save #300
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